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Abstract:  When looking back in the last decades, one can notice the assertion of the state as 
the main provider of the social welfare. The state proclaimed itself as the “welfare 
state” and assumed all the responsibilities for ensuring the welfare of its society. 
The  economic  and  social  situation  (stressed  and  unstable  in  current  times), 
combined with limited resource availability and aggressive state policies, have 
once again highlighted the importance of understanding the meaning of social 
welfare. This study aims at emphasizing some important aspects regarding social 
welfare in light of the Austrian School of Economics perspective. We dare to think 
outside the box and propose this theoretical foray as a cornerstone for rethinking 
the meaning of social welfare and the role of the state in ensuring the welfare for 
its members within the society. 
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1. INTRODUCTION 
The distinctive trait of the Austrian School of Economics, outlined by Carl 
Menger since the advent of this economic trend, lies in the attempt to build the 
entire  economic  science  starting  from  man  as  a  creative  actor  and  as  central 
element of all the social processes. In the vision of the Austrian School, economic 
theory overlaps the theory of human action. Austrian scholars perceive economic 
theory more like a theory of human action rather than one of the decisions made by 
individuals, which distinguishes and separates them from their predecessors.  
2. ECONOMIC THEORY VERSUS THEORY OF HUMAN ACTION  
The Austrian School tries to explain economic science by always starting 
from the human being, made from flesh and blood, considered a creative actor and 
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an initiator of all the social processes through human action. The concept of human 
action  incorporates  and,  consequently,  is  superior  to  the  concept  of  individual 
decision (Huerta de Soto, 2011c). On the one hand, the fundamental concept of 
action refers not only to the hypothetic process of making a decision with regard to 
purposes  and  means,  but  also,  and  this  is  the  most  important  thing,  the  very 
perception of the system of purposes and means within which economic allocation 
occurs.  On  the  other  hand,  what  matters  most  for  Austrian  scholars  is  for  the 
decisions to be made under the form of human actions where the process involves a 
series of interactions and acts of coordination, process whose study constitutes the 
object  of  research  of  economic  science.  For  the  Austrians,  economic  science 
represents a theoretic corpus concerning the process of social interaction and is far 
from being a system of theories on choice or decision.  
Mises (2007) stated that “economic theory does not rely on material things 
and objects; it deals with human beings, the way they think and, consequently, the 
resulting human actions. The goods, the commodities, the wealth and all the other 
behavioral notions are not elements of nature, but elements of spirit and human 
conduct.  Who  wishes  to  enter  this  secondary  universe  must  forget  the  outside 
world and focus their attention on the significance of the actions taken by human 
beings.” Mises reveals the position of the human being and of human action in 
economic theory. From the position of primary actor, man, through human action, 
is the one who puts everything in motion in economy.  
In its famous treatise entitled “Human action”, Mises defines the state of 
content or total satisfaction of a human being as that state which does not give birth 
and  cannot  give  birth  to  any  action.  Through  human  action,  man  wishes  to 
substitute a less satisfactory state of things with one that is preferably better. The 
mental capacity of the human being determines the conditions which satisfy him 
the most, and his action is aimed at achieving that preferable state. By way of 
consequence, the force which drives man to act in everyday life is always the same: 
discomfort. According to Mises (2007), the man which would be entirely satisfied 
with the state of things in which he finds himself would have no reason to change 
things and, consequently, he would have no reason to act. Such an individual is 
seen as being completely happy; an individual who would live without any worries 
whatsoever in maximum welfare.  
If individual welfare reflected in the level of happiness of the human being, 
according to Mises, the maximum level of welfare would be reached when all the SOCIAL WELFARE: INSIGHTS FROM THE AUSTRIAN SCHOOL OF ECONOMICS   13 
established objectives have been attained. The final objective of human action is 
always represented by the satisfaction of the desire of the man who acts. Personal 
judgments  are  the  only  criterion  for  assessing  the  increase  or  decrease  of 
satisfaction of the individual, which are different from one person to another and 
from one moment to the other for the same individuals.  
As  concerns  the  concept  of  happiness,  Mises  argues  that  the  difference 
between  the  value  of  the  attained  objective  and  the  expenses  involved  in  the 
preceding actions represent a gain, an increase in the happiness of the man who 
acts.  
The human being who acts chooses between various opportunities that arise. 
Depending on the hierarchy of values, one alternative is chosen over the other. 
According to the theory of the hierarchy of values of the Austrian scholars, the 
individual is tempted to satisfy its most intense desires, with a higher value, and 
leaves unsatisfied the things of a smaller value. Each action taken by the human 
being  is  always  in  agreement  with  the  hierarchy  of  values,  for  this  hierarchy 
represents an instrument of reflection of human action.  
Most human beings are primarily interested in improving material welfare. 
They desire more and better food, a better shelter/home and better clothes, better 
healthcare,  etc.  In  order  to  explain  the  way  in  which  the  individual  interprets 
welfare, the Austrian School resorts to psychology. By using the theory of the 
hierarchy of needs, which is at the confluence of economics, psychology and other 
socio-humanistic disciplines, a distinction could be made between the “real” needs 
of the individual and his cravings.  
Through multiplication, human action generates social cooperation, whose 
objective is cooperation and mutual help between the individuals, with a view to 
obtaining concrete results. The totality of the mutual relations created through joint 
human action is called society.  
Given the above mentioned aspects, the lack of equality between individuals 
with regard to wealth and income is an essential feature of market economy. As 
long as everybody sets their own objectives to be attained in order to maximize the 
degree  of  happiness  and,  implicitly,  of  wealth,  we  cannot  speak,  not  even 
hypothetically, at the level of perception, of equality of wealth.  Stanislav PERCIC  14 
3. ANALYSIS OF THE RELATIONSHIP BETWEEN THE ENTREPRENEURIAL 
FUNCTION AND SOCIAL WELFARE  
The  entrepreneurial  function  occupies  a  leading  place  in  the  Austrian 
economic theory (Huerta de Soto, 2011c). According to Mises, most of the times 
entrepreneurship overlaps human action and, by way of consequence, through each 
individual‟s veins runs a germ of entrepreneurship. This is the broad definition 
promoted  by  the  Austrian  School  of  Economics.  In  a  narrow  sense, 
entrepreneurship  consists  in  the  discovery  and  production  of  new  information, 
which did not exist or was not available until then (Mises, 2007). This production 
activity is seen by the Austrian scholars as the source of the goods required for 
society to exist (Costea, 2007).  
According  to  Israel  M.  Kirzner,  entrepreneurship  is  a  production  factor, 
somewhat different from the other production factors due to the fact that the law of 
marginal productivity does not apply. Furthermore, this production factor cannot be 
sold or rented.  
Another  important  feature  of  entrepreneurship  is  its  capacity  to  generate 
benefits. In economic terms, the benefits are the profits registered by entrepreneurs. 
In a broad sense, profit represents the gain resulted from human action. This is the 
satisfaction  bonus  obtained  through  the  difference  between  the  bigger  value 
assigned to the registered result and the smaller value assigned to the effort of 
obtaining this result. Mathematically speaking, it is the difference between income 
and  costs.  The  profit  is  the  driving  force  which  guides  the  individual  in  any 
entrepreneurial action he undertakes.  
The entrepreneurial function exists only in a real world and on a competitive 
market. The market, in the vision of the Austrian scholars, is the first social body 
and, by way of consequence, market phenomena are social phenomena. The market 
phenomena  represent  the  active  contribution  of  each  individual.  An  important 
feature of the market, with direct effects on the individual welfare of its actors, is 
selection. The selection process of the market is kept operational by the cumulated 
effort of all the members of the market economy. Starting from the broad definition 
given  to  human  action  and  to  the  entrepreneurial  function,  the  individual, 
motivated by the desire to reduce or to eliminate his own dissatisfaction, to the 
extent  possible,  aims,  first  and foremost, to  win  as much  as  possible from  the 
services  provided  by  the  other  market  participants and,  secondly,  to  reach that 
position from which he can contribute the most to the fullest satisfaction of all the SOCIAL WELFARE: INSIGHTS FROM THE AUSTRIAN SCHOOL OF ECONOMICS   15 
others. According to Mises, “this means that he tries to sell on the most expensive 
markets and to buy from the cheapest ones”. The result of these efforts is not only 
the structure of the prices and, more importantly, the social structure, configured by 
the distribution of the profit and loss corresponding to individual actions. It is the 
market which makes people rich or poor. The market selection process never ends, 
constantly adjusting the social production machinery to the modifications of supply 
and demand.  
Each individual which performs entrepreneurial activities is also exposed to 
the  political  risk.  Governmental  policies,  revolutions  and  wars  can  affect  him 
negatively  or  can  even  cause  him  to  lose  his  enterprise.  Such  events  that  are 
impossible to control by the entrepreneur do not affect only him, but the entire 
market economy.  
4. INVOLVEMENT OF THE STATE IN ENSURING THE SOCIAL WELFARE 
FROM THE PERSPECTIVE OF THE AUSTRIAN LIBERALISM  
Although the state is considered an institution of the services for the use of 
the society, from their position as convinced liberals, the Austrian scholars argue 
that  any  intervention  of  the  state  in  the  socio-economic  state  causes  severe 
imbalances  in  the  functioning  of  a  market  economy  (Huerta  de  Soto,  2011a). 
Murray  N.  Rothbard  (2009a)  describes  interventionism  as  “the  intrusion  of 
aggressive physical force in the society”. The restrictions on economic freedom, 
imposed by the state, will lead sooner or later to an increase of the coercive actions 
of the state in various fields of the society, undermining and eventually destroying 
individual freedom, the main component of the happiness and wealth of a society. 
Governmental interventionism is the coercive and parasitic sequestration of a part 
of the production of the society or, better said, the reduction of welfare in the 
society to the unproductive benefit of the state (Rothbard, 2009a). The state does 
not produce anything, but only redistributes the products of the market.  
Austrian  scholars  describe  free  market  economy  as  an  economy 
characterized by a free society and a free market, where individuals act and interact 
peacefully  and  without  any  violence  with  a  view  to  achieving  the  established 
objectives (Rothbard, 2009b). Any governmental intervention has disruptive effects 
in various fields of the socio-economic life. The intervention will have direct and 
immediate consequences on the utility perceived by the market participants. In a 
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the manner and direction which he thinks will maximize the utility perceived on his 
value scale. If we could use the term “society” to define the model of individual 
exchanges, then we could say for sure that the free market maximizes social utility. 
Coercive intervention will coerce individuals to act atypically and to do what they 
would normally not do voluntarily. Any human action taken under the pressure of 
interventionism loses its utility.  
As Hayek (2005) highlighted, it is very important not to confuse opposition 
against  the  state  interventionism  and  planning  with  the  dogmatic  laissez  faire 
attitude. The Austrian liberal view does not plead for leaving things just as they 
are. It advocates making the best possible use of the forces of competition as a 
means of coordinating human efforts. The Austrian scholars are convinced that the 
effective competition is the best way of guiding individual efforts. 
As emphasized by Joseph T. Salerno, the free market is “fully efficient”. The 
allocation of resources on such a market, which occurs through the human action of 
entrepreneurs,  reflects  the  anticipated  preferences  of  consumers,  “just  as  the 
choices of an individual actor lead to a configuration of the use of resources in 
agreement with the classification of his anticipated satisfactions”. The possibility 
of  the rational  and efficient  allocation  of  the  production  factors  by  the  owners 
promotes  welfare  in  the  society  (Costea,  2007).  The  free  market,  without  the 
intervention of the state, enables its actors to choose rationally and to savor the 
benefits described by the law of competitive edge. From a social perspective, the 
unobstructed  market  is  efficient,  for it  catalyzes  social  cooperation through  the 
creation of economically motivated connections between producers and consumers. 
The intervention of the state inhibits this social cooperation by redistributing the 
resources  to  the  “unproductive  consumers”.  The  decrease  in  the  volume  of 
resources  allocated  for  satisfying  the  most  urgent  needs  of  the  “productive” 
consumers is interpreted by Salerno as an obvious reduction of social welfare.  
5. CONCLUSION 
The  Austrian  scholars  blame  and  discourage  the  state  interventionism  in 
economic activity, considering that the absenteeism of state power in the economy 
would lead to prosperity and a better life. According to this line of thought, the 
government interventions in the area of socio-economic life unbalances the system, 
disturbing the harmony established in the society. As the classical economist Adam SOCIAL WELFARE: INSIGHTS FROM THE AUSTRIAN SCHOOL OF ECONOMICS   17 
Smith noted, the best policy for the government to increase the wealth of a nation is 
that which governs (therefore, it exists) but interfere the least. 
This theoretical approach highlights the importance of the man as a creative 
actor and as central element of all the social processes. Through human action, man 
wishes to substitute a less satisfactory state of things with one that is preferably 
better. Through entrepreneurship, that overlaps human action, man capitalizes his 
capacity to generate benefits. The Austrian School of Economics emphasizes the 
role of competition and free market in the allocation of resources, which occurs 
through the human action of entrepreneurs. It is very important to understand that 
effective  competition  is  the  best  way  of  guiding  individual  efforts  in  order  to 
ensure the welfare of the entire society. 
We are in line with and encourage the idea of a social welfare achieved in a 
competitive market economy, where the state is called upon to intervene when the 
human action does not cope. We advocate for a libertarian welfare state, which is 
involved in ensuring the social welfare, but the society does not feel the pressure of 
statist interventionism. 
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